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The 22-member Interim Committee, the International Monetary Fund's highest-level policymaking
body, was scheduled to meet in Washington, DC, as part of the spring 1988 joint IMF-World Bank
meetings. The World Bank-IMF Development Committee, which advises the two institutions on
development issues, and various groupings of finance ministers and central bankers from industrial
and developing countries were also scheduled to convene. According to news reports early this
week, the Interim Committee was expected to approve a new IMF facility based at least partially
on a proposal made at the last annual World Bank-IMF meeting in September by US Treasury
Secretary James Baker. Baker called for a new facility that would lend additional money to countries
already receiving support under a Fund program, if they encounter financial difficulties due to
contingencies beyond their control, such as declining commodity prices, increased interest rates or
natural disasters. Baker's idea was to supplant an existing Fund program that compensates countries
suffering from export price declines. The plan presented to the Interim Committee provides for
continuation of this compensatory financing facility, although at a lower level of funding, and
supplements it with a program along the lines suggested by Baker. As is required in most IMF
lending, there is conditionality involved in the new program. Borrowing countries making use of the
new facility would be required to accept economic policy recommendations by the Fund. (Countries
borrowing from the existing compensatory financing facility are not obligated to undertake policy
changes.) The more a given country borrows, the greater the conditionality. Next, the total of funds
available to borrowers would be equal to 105% of each country's quota in the IMF, up from 83%
under the compensatory financing facility. On April 13, ministers representing the major capitalist
industrialized nations (G-7: US, Britain, France, West Germany, Japan, Italy and Canada), and
24 developing nations (G-24) issued statements expressing divergent views on the Third World
debt problem. The G-7 communique was a reassuring assessment of progress in coping with the
debt crisis in recent years, as well as of future prospects. Next, the creditor nations reasserted
"full support for the current case-by-case debt strategy as the only viable and realistic approach
for overcoming international debt problems." The G-7 group said commercial banks continue
to have an important role in supporting debtor country reform efforts, and expressed "strong
opposition to global debt-forgiveness proposals that transfer risks from the private sector to the
international institutions of creditor governments." In contrast to the tone of the G-7 communique,
G-24 ministers said, "The experience of six years of failed expectations has shown that there is no
way out of the debt problem without a reversal in the negative transfer of resources, and a reduction
in the debt overhang." The transfer refers to the net outflow of financial resources from debtor
countries to commercial banks and international financial institutions in recent years. This net
capital outflow has occurred as loan levels dropped but debtors were been obliged to continue
repayment of previous loans. To accelerate reduction of the debt burden, the G-24 ministers called
for a variety of mechanisms, such as the following: commercial bank debt rescheduling that includes
interest rate reductions, new commercial bank money agreements and reduction or elimination
of bank commissions (spread rates); new debt conversion devices that permit the transfer of a
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substantial part of the market discount on debt to debtor countries; a more flexible attitude in
dealing with overdue financial obligations to multilateral financial institutions; and, creation by
creditor countries of a "less receptive environment to capital flight from debtor countries." Bernard
Chidzero of Zimbabwe, chairman of the joint Bank-Fund Development Committee, was asked a
press conference on April 14 to comment on the creditor nations' statement. He said, "I don't think
things are going as well as people would want us to believe." Chidzero told reporters that all nations
concerned "can't just let this thing drift...we've got to do something." He then called on debtor and
creditor nations to recognize their shared responsibilities for dealing with the Third World debt
crisis. At a press conference on the same day, Brazilian Finance Minister Mailson da Nobrega, G-24
chairperson, also called for shared responsibilities in resolving the debt problem. According to
Nobrega, resolution of the debt crisis cannot be left only to debtor nations. As expected, US Treasury
Secretary Baker reiterated support for the case-by-case approach in a speech to the IMF Interim
Committee on April 14. Among other things, he emphasized several debt conversion techniques
being developed to relieve debt burdens, and reduce the time necessary to overcome individual
nations' debt problems. In particular, Baker mentioned swaps by banks of debt they hold for equity
investment positions in enterprises in debtor nations. According to Baker, in five debtor countries
about $7.5 billion in such swaps have been implemented in the last three years alone. Baker also
mentioned a growing interest in swaps under which a credit bank sells the debt at a discount to, for
instance, an environmental or charitable group. The latter then holds the debt and turns it over to
the debtor country in return for local currency which is then used for conservation or social welfare
programs in that country. Baker also mentioned a variety of steps the US government has taken
in the regulatory and tax areas to facilitate such conversions. Baker then reiterated Washington's
opposition to the "siren song" of debt forgiveness through approaches such as the creation of
an international debt facility designed for "debt purchases or securitization of commercial bank
loans." For Baker, "such schemes shift the risk on private commercial bank debt to the international
financial institutions themselves and their member governments which we certainly are not
prepared to accept."
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